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that the final diszosition of tnis case await the final resolution of
Company's 2iectric case in Dockat No. RPU-83-24., On December 14, 1983, an

addendum To the stipulation and a joint motion to approve the addendum to

were filed, The addendum cIari*'ns a section of the st1pusat1on and

resolves the sole fact and issue reserved for 1itigation. We have reviewed

—

the terms of the stipulation and addendum and find them to be just and
reasonable and consistent with recent decisions of this Commissten,
i Therefore, we will grant the joint motions to approve the stipulation and
the addendum to the stipulation.

The Compission-cansiders 15 regrettable that the parties consider the

Jssue of whether [owa Gas is charging customers for plant not réquired to

[P J e e

proyide adequate seryica as.a de minimis 1ssue. As natura1 gas salns in

| Jowa continue to decline due to consumer conservation and fuel switching,

| AT R

pe_cannot cantinye to saread ajl fixed cpsts $o remaining volumes. The

I eurrent scheme frystrates the average consumer, ‘who asks, "Why shouid I

l e ARt A
l! £ON38rye when conserving dncreasss my pi1l?”
i .As same point in the near futurs, this. issue must be adequately and

| Jnpevasively nresented te she Commission for decisign, _If cansumers ars to
F LDe'served, ‘and if the gas distribution companies. in this state are to

i; L2maip viable campanies, w2 simply must find a way to structure rates which
i

Jddresses the ¢hapging market conditiens far natural gas,

— s P o R R

| EEinuing the "business as ysual' methad_ qt spreading constant fixed

gests over an gver-dwindling sales volume will only speed market
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deferigratjon. Current studies Dy the Rates Research and Polfcy Division

g

~Af.the Cammissign empirically demonstrate that the reaction by custemers <o
JTetail price increases {s to-further reduce usage,

4>ygﬁ‘ _jiig;innmuheing_a“smaLl_iisueJ";nﬁ-ﬁommission is of the opinian that this
is the natyral d3s iﬁjué_iﬂmbenaddressed by.state regulatory bodies in the |

coming years.

e . e - -

FINDINGS OF FACT

1. Company's propesed interim rate increase identified as TF-83-307

is approved.

na

2. Company's “"Motion for Approval of Corporate Undertaking” will be

approved,

. 3. The terms of the stipuiation filed December 5, 1983, and addencum
filed December 14, 1983, ars just and reascnable, are consistent with the
precadents aof this Commission, and will aid in the determination of just and
reasonable rates for Company. |

CONCLUSION OF LAW

The Commissian has jurisdiction over this matter.

i 17 1S THEREFQRE ORDERED:

1. The Company's proposed interim rates are approved in their

entirety.

2. Company's interim rates will take effect with usage on and after

January 1, 1984,

i 3, Company's corporate undertaking is approved,
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4. A1l temporary ratas approved by the Cammission in this proceeding
ii will be impiemented subject to refund with interest on such terms and
i conditions as the Commission may order.
% 5, Company shall file with the Commission, within twenty-five (25)
j: days of the end of each month, a report attested to by an officer of the
5; Company, which states:
i A. Total revenue by the current month, by category,
i ' B. Revenue Tar the month, by category, billed or collected in
excess of former rates.
C. A cumulative total to the end of each successive month of all

revenue billed or collected in excess of former rates.

6. The stipulation filed in this dockat on December 5, 1983, and the |

addendum to the stipulation filed December 14, 1983, are hersby approved. é
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i ATTESy: Commissioner
I

}

L e, .

: “rxecutive Secretaryﬁ Assistant to Commissioner

!E Dated at Des Moines, Iowa, this 23rd day of December, 1983,
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STATZ COF IOWA

BEFORE THE ICWA STATE COMMERCE COMMISSION

IN RE:

[OWA POWER AND LIGHT CCMPANY DCCKET NO. RPU-B3-38

(1QWA GAS)

JOINT MOTION TO APPRCVE ADDENDUM 7O STIPULATION

COME NOW lIowa Cas Ccmpany, an cperating division of Iowa Poﬁer and
Light Company {lowa Gas) and the Gffice of Consumer Advocate {Consumer
Advocate) and for their joint motion reques the Commission to enter an
order approving the attached Acdendum to Stipulation as incorporatec
in the Stipulation executesd by the parties on December 5, 1983, in this
docket. |

Respectiully submitted,
IOWA GAS COMPANY, AN OPERATING QFFICE QF CONSUMER ADVOCATE .

DIVISIOM OF IOWA POWER ARD
LIGAT COMPANY

By /Géii144é§c{7gl,52£24;¢¢i;, sy Qlee T Hoda

Pamela L. Prairie Alice J. Hydel

Senior Attarney Attorney

666 Grand Avenue ' Lucas State Office Building
Des Moines, Iowa 50303 Ces Moines, Iowa 50319
Telephane: (515} 281-2925 Telephone: ({515} 281-5984

Dated this (jﬁz}%ay of Decemter, 1983. Da*ed this EH{J{Bay of December, 1933.




MidAmerican Exhibit 8.1
Page 510 of 634

STATI OF ICKA o L
BEFORE THE ICWA STATE COMMERCE COMMISSION

DR [ 7t

L o

IN RE:

; Vo T
R N I B E e S LI R ]

ICWA POWER AND LIGHT COMPANY DOCKET NO. RPU-83-38

(IQWA GAS)

i il

ADDENDUM 70 STIPULATION

ARTICLE 1

On December 5, 1282, Icwa Gas Company, an cperating division of lowa
Power and Light Company ({lowa Gzs) and the Office of Consumer Advocate
(Consumer Advocate) executed and filed with the Cemmission a Stipu]atién
and Jeint Motion To Approve Sticulation And Establish Procadural Schedule
resalving certain fact issues in Docket No. RPU-83-38. This Addendum to
‘the Stipulation has teen preparec and executed by the signatories for the
purpese of clarification of the intent of Article X, Section C, first
paragraph of the Stipulation and rasolution of the fact issue reserved for
fitigation in the Stipulation as herein provided and is applicable to

Bocket No. RPU-83-38 only. This Addendum to Stipulation is incorporated

in the Stipulation as if addressasd therein.

ARTICLE II
Article X, Section C, first paragrabh of the Stipulation is amended
by deleting the paragraph and substituting therefor:

The Commission's decision in Docket No. RPU-83-24 on the issusas

addressed in this Ariic]e X will be considered final and determinative
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with respect to Articie { when &'l administrative and judicial remedias

[
ct

with respect to the decisicn on these issues in Docket Mo. RPU-33-24
have been axhausted. A%t that time, those issues in this Docke: Nc. RPU-
83-38 will not e subject to further administrative or judicial appeal

ar review.

ARTICLE TII

Articlie XYI arnd LVII of the Stipulation reserve faor litigatien the
issue of whether Iowa Gas has plant in service in excess of that required
to provide ddequate sarvice to cusicmers. The signatcories agree inftial
review indicates that an adjustment, if any, to the revenue r?quirément
which would be appropriate upon presentation of evidence concerning the
issue would be de minimus, and far purposes of this proceeding only, the
issue is resolved without further presentation, fully subject to the
limitations set forth in Article V of the Stipuiation.
ICWA GAS COMPANY, AN OPERATING OFFICE OF CONSUMER ADVQCATE

DIVISION OF ICWA PCWER AND
LIGHT COMPANY

By /5 st o7 sy Odice T Jhyde
Pamela L. Prairie Alice J. HydeV
Senior Attorney Attorney
+ B86 Grand Avenue Lucas State Office Building
Des Moines, lowa 50303 Des Moines, Iowa 50319
Telephone: (515) 281-292% Telephone: (515) 281-5984
ATTCRNEY FOR IQWA GAS COMPANY, ATTORNEY FOR THE OFFICE OF CONSUMER
AN OPERATING DIVISION CF IQWA ADVOCATE

POWER AND LIGHT COMPANY

, ,
Dated this ﬁ/('ﬁday of December, 1983. Dated this M{thday of December, 1983.




MidAmerican Exhibit 8.1

- ' Page 512 of 854
o PRI
-. " - ™ . -
STATE OF [OWA 300 5 Firu g7
BEFGRE THE 10WA STATZ COMMERCE COHMISSEUN'__‘

Rt A iy e, L
W e Wt i v e e i

IN RE:

10WA POWER ARD LIGHT COMPANY
(1OWA GAS)

DOCKET NO. RPU-83-38

e e e -

v

JOINT MOTION, TO APPROVE STIPULATIGN AND
ESTABLISH PROCEDURAL SCHEDULE
COME MOW Icwa Gas Company, an operating division of lowa Power and

Light Company {lowa Gas) and the Jffice of Consumer Advocate and for their

1. Filed ccncyrrently nerewith is a Stipulaticon executed by Ilowa Gas
. and Consumer Advocate for the purposa of resolving certain fact issues in

this case,

2. The Stipulation represents a reasonable resoluticn of the fact

. . issues addressed therein; apprc#al of the Stipulation will reduce the time

and resources that would otherwise be expended by the parties and the
Commission in the dispositioﬁ of this case; and theresfore, approval of the
Stipulation is in the public interest.

3. lowa Gas and Consumer Advocate propose the following procedural
schedule be adopted to dispose aof the issue which remains to be ligitaged
in this proceeding:

December 20, 13983

1

lowa Gas files testimony

January 30, 1984

. ) February 13, 1084

Consumer Advocate files testimony

[owa Gas files reputtal testimony

Hearing

- February 27, 1984
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. WHEREFQRE, lowa Gas and Consumer Advocate requast the Commission to
| dpprove the Stipulation in jts entirety without conditicn or medificaticon,
and establish the procedural schedule as proposed herein,
Respectfully submitteq,

10WA GAS COMPANY,
an operating division of
[OWA PCWER AND LIGHT COMPANY QFFICS OF CONSUMER ADYOCATE

By /_’gjﬂéé a7 ’ 4(2‘@4’@5} By éb«, @b%r/oﬁ

Pamela L. Prairie ‘ Gary 4. Stewart
666 Grand Avenue Attorney
Oes Moines, lowa 50303
Telephona: {515} 281-292% and
ATTORNEY FOR 10WA POWER sy (Wier T Hude
AND LIGHT COMPANY . Alice J. Hyde U

Attorney

: Lucas State {ffice Building
.. , Des Moines, lowa 50319

Telephone: (515) 281-5984

ATTORNEYS FOR THE QFFICE OF
CONSUMER ADVQCATE
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IQWA STATE COMMERCE COMMISSION

IN RE:
10WA POWER AND LIGHT COMPANY DOCKET NG. RPU-83-38

]
)
)
)
(10WA GAS) )
)

STIPULATION

int-cduction

On Octoner 3, 1983, Iowa Gas Cﬂmcsnj, an operating division of lowa
Power and Light Company ({lowa Gas) fiieg with the lowa State Commerce
Commission a revised gas tariff identified as TF-83-506 proposed to become
etfective November 4, 1983, which would increase Jowa Gas's annual gas
revenues by approximately $3.9 million or 2.7 percent., By corder of October
28, 1983, the Commission docketed the case as a formal proceeding and
instituted an investigation of the reasonableness of the proposed rate
increase, |

ARTICLE I
Purpose

This Stipulation has been preparsd and executed dy the signatories for

the soie purpose of resolving certain fact issues in Docket No. RPU-83-38

as herein provided and is azplicable tg Jocket No, RPU-83-38 only. This

Stipulation is not applicable to lowa Gas's Application for Interim Rate
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Relief in Docket No. RPU-33-23. In consideration of the mutual agreements
hereinafter set forth, the $ignatcries hereby stipulate as follows.

11

i

!
-

3

-
.

X
e

Jnint Motion

-t

Upon execution of this Stipulation, the signatories shall file the same
with the Commission together ;ith a joint motion requesting that the
Commission issue an order approving this Stipulation in its entirsty
without condition or modification, and establish a procedural schedule for
disposition of the issue remaining to be litigated,

ARTICLE Y

Congizion Srz2rcadant

This Stipulation shall nct become e9fective unless and until the
Commission enters an order approving the same in its entirety without
condition or modification,

ART

P

Lz v

[ %

Privilege and Limitation

This Stipulation shall become binding upon the signatories upon its
exacution, provided, heowever, that if this Stipulaticn dces not hecome
effective in accardance with Article IV, above, it shall be null, void and
privileged. Tnis Stipulation is intended to relate only to the specific
mattefs referred to herein; no signatory waivss any claim or right which it
may otherwise have with respect to any matter not expressly provided for

herein; no signatory shall be deemed to have approved, accepted, agreed or

consented to any ratemaking principla, any method of cost of service
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determination, or any method of cost allocation underlying the provisions
of this Stipulation or be prejudiced or bound thereby in any other current
or futures proceeding befors the Commission; and no signatory shall directly
or indirectly refer as pracedent to this Stipulation or that part of any
order of the Commission referring to this Stipulation in any other current
or future Igwa Gas rate procéeding before the Commission except (1) with
respect to an application for interim rate relief, provided, however, that if
a signatory makes such a reference with respect to an application for interim
rate relief, then, with respect %o such applicaticn for interim rate
relief, the other signatory shall nct be bound by the resclution of tre
matter in this Stipulation identified by such reference, or {2) in respense
to such a refesrence by a party not a signatory to this Stipulation.
. ARTICLE VI
The justness and reasonabieness GV rauzi in thi§ case shall be
determined on the basis of an annual revenue requirement determined on the
bas}s of a test year ending June 30, 1983, subject to pro fbrma adjustments
as determined by the Commission.
| ARTICLE VII

Capital Structure and Costs of Long-Term Debt and Preferred Stock

The capital structure and costs of long-term debt and preferred stock
to be used to determine the annuzl revenue requirement in this case shall be:

13-Month Average Lost Cost Of
Ratio  Average Balance Cost Rate  Capital

Long-term debt  49.425% $333,827,078 $30,763,284  9,215% 4,560%
Preferred stock 10.836% $ 73,100,430 $ 5,777,381 7.901% 0.856%
Common equity 39.679% $267,675,127 * *

® See Article X, below
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AZTICLE WIII
The rate base o 2e 1522 %2 determine the annual revenue requirament in
this case sha'! be determined 25 provided herein. The rate base shall be-
the test vear thirtsen-mecnth average net original cost of investment in gas
plant in service, common plart allocated to gas operations, and working

capital, including pro forma a2Zjustments as provided herein, The rats bese

T

set farth in this article shali be acdjustad pursuant to Article X herein.

RATZ BASE

Line
Ho., Descrinticn Amcunt
1. Gas Plant in Service
2. Classified $ 93,882,000
3. Not Classified 281,600
4. Cempleted Constructicn
_ Work in Prograss 470,000
5. Gas Leases ] 294,000
5. Common Plant Allocatzs to
Gas Cperation 5,473,000
7. Accumulated Provision For ‘
Depreciation & Amortizatiocn (38,250,000)
8. Net Utility Piant 62,146,000
9. Working Casital 3,368,000
10, Other Rate Base Comgonents
11. Liberalizea Depreciation (6,855,000)
12. Investment Tax Credit-3% (219,000)
13, Advances for Construction (1,471,000
14, Prior Rate Refund Balances 16,000
15, Customer Meter Deposits (460,000)
16. Unciaimed Customer Jenosit
Checks (29,000)
17. Maior Loss Operating Reserve (373,000)
18. Total Gas Rats Bese $ 96,623,000
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ARTICLE IX

Net Cperating Income

The net c¢perating inccme to be used to determine the test year resvenue
deficiency and the annual revenuye requirement in this case shall ne
determined as provided herein. Adjustad test year net operating income is
based on weather-normaiized sales of 300,028,558 Ccf., The income statement
set forth in tnis Articie shall be adjusted pursuant to Article X bdelow.

INCOME STATEIMENT

Line ‘
Mo Descriztion Amount
1. Ooerating Revanue ' $138,280,000
2. Qperating ZIxpenses :
3. Operation and Mzintenznce 145,531,000
4, Depr., %4 Amort. 3,557,000
5. Generail Taxes 2,283,000
6. Incame Taxes 1,812,000
7. Total Oger. Exz. ' 153,183,000 ’
8. Income From Subsidiary 14,000
9, Net Operating !ncome 3> 5,11.,000

ARTICLEZ X

Adjustments Contincent Upen Docket No., RPU-83-24

A. Return an Common Squity.
The return on common equity to be used to determine the annual revenue
requirement in this case shall be the same as the return on common equit

used by the Commission in Docket No. RPU-83-24 to determine lowa Power's

annual revenue raguirement,
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8. The adjustments described in this Section shall be made as
provided her2in to the rate basa an¢ jncome statement set forth in Articles
VIII and IX, respectiveiy. The amcunts of the adjustments are contingent
upon the Commission's decision in Docket No. RPU-83-24 as procvided hereain,

1. DNelayed Payment Charges. '

Revenues included in the inceme statament shall include revenues
from delayed payment charges. 1I¥ in Docket No. RPU-83-24 the
Commission detarmines that an adjusiment to revenues from delayed
payment charges should be made based on the statutory amendments
contained in 70tn G.A., House File 31Z, Section 37, then the revenuss
included in the income statement zet forth in Article [X shall bde
adjusted in the igentical manner,

2. Unbillad Revernues.

1T in Docket No. RPU-83-24, the Commission determines that
unbiiled ravenue shall be included in the income statement, then the
revenues included in the ingome szatzment set forth in Artic?e-lx,
inciuding the income tax effect thereof, shall be adjusted in the
identical manner,

3. Wages and tmployes Benefits,

Operating expenses included in the income statement shall incluce
wages and emplgyee benefits,

2. If in Docket No, RPU-83-24, the Commission determines

that acjustment to operating expenses for wages should be made to

compensation of the top five executives of lowa Power, then the
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- expenses for wages included in the inccme statement set forth in

Article X shall e acjusteg in the identical manner,

-

. If in dccket Ho. RPU-83-24, the Commissicn determines

that adjustmeni %2 operating expenses should be made for a wage
increase occurring April 1983, after the close of the test year,
then the expensas included in the income statement'éét forth in
Articie IX shell te adjusted in the identical manner for 2 wage
increase occurring August 1983 after the close of the test year,

c. ¢ in Deckes No. RP-23-24, the Commission determines

thal adjusiment Lo operating expenses for employes benefits should

ct

be made, then the expenses for employee benefits included in the
income statement sat forth in Article IX shall be adjusted in the
. identical manner.

4, Remainder and Consumer Adveccate Assessments,

IT in Docket MNo. RPU-22-24 the Commission determines that
acjustment to operating exgensss should be made fer the Commiséion
remainder assessment and 0ffice of Consumer Advocate 2ssessment, then the
expenses included in the income statement set forth in Article IX shall be
adjusted in the identical manner.

5. Deferred Federal and State lncome Taxes,

a, Income taxes included in the income statement shall
inciude the provision for deferred Federal income taxes, shall be

reguced for the amortization of accumulated deferred state jncome

taxes, and shall be raduced for the amortization of accumulated
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gaferred Federil income faxes in excess of the amount of
accumuiazed defarrad Federa! income taxes required under the

ncrmalization method of accounting as determined Dy the
Commissiaon.

b. If in Docket No. RPYU-83-24 the Commission detarmines the
orovision for deferred Federal income taxes shall be 41,63 percent
of the difference betwoen the deduction for accelerated
degreciation claimed on the Faderal income tax return and what
that deduction would nava besn using a straight-Tine method df
decraciation, then tnhe income taxes inciuded in the inceome
statement set forth in Article IX snall be: {1) acjusted to
include a provision for defarrad rederal income taxes
cajculateg in the folicwing manner: (A} The provision for
deferred Federal income taxas ¢n account of the use of accelerated
depraeciatien shall equai 41.53 cercent of the difference between
the test year acceleratad depraciation deduction and what that
deduction would have Zeen utilizing straight-line'depreciation
rates basesd upcn quiceline lives exciuding salvage and cost of
removal; (38) The provisicon for deferred Federal income taxes on
account of the use of tne ACRS deduction with respect to property
placed in service on o~ after January 1, 1881 shall egual 41.63
percent of the differance betwsen the test year ACRS deduction and
what that deduction would have been utilizing the book

depreciation rates and the tax bases of the properiy;
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(2) she'l pe reducec for amgriization of accumulated de?erred
state inccme taxes; anz (3) shall be reduced for the amortization
of accumulated deferred Federal income taxes in excess of the
amount of defarred Fedaral inccme taxes that would have been
accumutatad using the tax rate and methods statsd in (1) {A) and
{B),-above. r

. 1f in Deocket No. RPU-83-24 the Commission determines the
nrovision for gefarred Federal income taxes shall he 46 percent of
the differanca detween the deduction for acceleratad depraciation
claimeg on the Federa! dncome tax return and what that deduction
wouid have been using 2z straight-line method of depreciation, then
the income taxes included in the income statement set forth in
Articla X shall be: (1) acjusted to include a provision for
deferred rederal incomz taxes calculated in the following manner:
(A} the provision for ceferred Federal income taxes on account of
the use of accelerated depreciatioﬁ shall equal 46 percent of the
difference between the tast vear accelerated depreciation
deduction and what thai deduction would have been utilizing
straight-line depreciation rates based upon guideline lives
excluding salvage and cost of removal; (B) The provision for

deferrad Federaz] income taxas on account of the use of the ACRS

deduction with respect to property placed in service on or after

January 1, 1981 shali egual 25 percent of the difference between
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Zing tne dcck depreciation rates and the tax bases of
the property; (2 snaii oe raduced for amgrtization of accumulated
deferred state income taxes; and (3) shall be reduced for the
amortization of accumulated deferred Federal income taxes, if any,
in exc2ss of the amount of deferred Federal income taxes that
would have been accumuliated using the tax rate and methods stated
in (13(A) ana [3), abgve,

6. [nterast Synch.sn‘zation Adjustiment,

I¥ in Docket No. RPU-3Z-24 the Commissicn determines that an
adjustment to income taxes shcuid be made on account of an interest
synchronization adjustment, the inccome taxes included in the inceome
statement set forth in Article IX shall be adjustad in the identical
mannar,

7. Agdvertising.

Operating expenses inciuded in the -income statement shal} inciude
advertising expenses except as provided herein., If in Docket No.
RPU-83-24 the Commission delzrmines that adjusiment to operating
expensas should be made far "area development” advertising and rate
case expensas included in Accounts 909.4 and 916, then the expenses for
gdvertising included in the income stiatement set forth in Article IX
shall be adjusted in the identical manner,

8. Unclaimed Check B2iances.

1f in Docket Ho. RPU-83-2¢ the Commission determines +hat

adjustment to rate hbase should be made for unclaimed check balances to
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eliminate prior pericd rataz razfund and unclaimed customer dencsi=s,

then rate pase as set forin in Article VIII shall ne adjusted in the

identical manner,

C. Final Decision in Jocket No. RPU-83-24,

The Commission's decision in Docket No. RPU-33-24 on the issues
addressed in this Article X snall nct be considered final and determinative
with raspect to Article X until all administrative and judicial remedies

wfth respect to the decisien cn those issues in Docket No. RPU-83-24 have
been exhausted.

If a judicial proceeding is commencad with respect to the decisicn on
those issues in Docxet No. RPU-33-24, such proceeding shall constityte
“intervening judicial proceedings” in this case as that phrase is used in
lowa Code Section 476.6(9) (1982). 17, at the time this case is submitted
for final decision, a judicial proceeding with respect to the decision on
those issues in Dockat No. RPU-§3-24 remains pending, the Commission shall
make & preiiminary determination of the annual revenue requirement in this
tas2 relying, a3s provided herein, on the decision on those issues in Dockeﬁ
No. RPY-83-24 with respect to which the judicial proceeding is pending, and
shall issue an corder authorizing Icwa Gas, thereafter, to place intn
effect, subject to refund, rates basad upon such pretiminary annual! revenue
requirement or to continue in zifact, sudbject to refund, interim rates,
whichever are higner. Upcn final decision in this case, all rates
collectad subject to refund, shall be subject to refund in the same manner
an¢ upon the same terms and conditions. Any Commission decision making a

preliminary determination of the annual revenue raguirement pursuant to
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this paragraph shall not constitute a final decision in this case, but

shall te subject tg the filing of a timely application for rehearing by any

ARTICLE XI

iy

Allowahlz et Qperating Income

A

Aliowabla net operating inceme to de used te determine the annual
revenue requirement in tnis cacz shall be computed by multiplying the rate
Dase by the rate of return determined pursuant to Article X of this
Stipulation.

ARTICL

1"

X1

[ 2

Revenue Requirzment

The annual revenue requirez:st in this case, exciusive of franchise fee
expenses which are to be recovcred by the franchise fee surcharge, shaii be
the sum of adjusted test year ¢nerating revenue and the test year revenue
deficiency., Adjusted test year :perating revenue shall be determined
pu}suan; to Articte [X, The tex:t year revenue deficiency shall be éomputed-
by subtracting the adjusted test year net cperating income determined

pursuant to Article 1I¥ from alizuable ne

or

operating income determined
pursuant to Article XI, adding :zdditicnal income taxes resulting from the
additional cperating income at tine composite effective tax rate of 51.13
percent, and adding an allowanc2 for additional bad debt expense equal to

0.43 percent of the sum of adai:ional income taxes and the difference

Detween adiusted test year and cilowahle net operating income.
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ARTICL
Upor final decision in this case a schedule of rates shall te
determined which, if applied tc weather-normalized sales of 300,028,658 Ccf
for the test year, would have orovided cperating revenye which, when added
to PGA revenue and miscelianeous cperating revenue not including franchise
fee surcharge revenue, would erual an amount not exceeding, except as a

result of rounding each dlock of each rate to the nearast 0.01 cents per

Ccf, the annual revenue requirement determined pursuant to Article XII,

-1

h

1]
(%]

chedule ¢of rates shall be detesrmined by uniformly incrzasing each
black of each previcusly approved rate by the same cents per Ccf, . The
increase per (cf shall be compuiag by dividing the revenue deficiency
determined pursuant to Article XI! oy weather-normalized test year gas
sales of 300,028,658 Ccf. Within 30 days of the issﬁance of the final
decision in this case, lowa Gas shall file the schedule of rates with the
Commission for the Commissicn's aporoval.
ARTICLD XIV
Refunds
[¥ the rates approved by tha Cemmission pursuant to Article XIII are

lower than the interim rates coiizctal in this proceeding, then within 30
days of the Commission's apprc.:it of such rates, lowa Gas shall file a
refund plan with the Commission for the Commission's approval. The refund
plan shall specify the manner irn which lowa Gas wiil refund to its
custemers ail amounts collectec from such customers under the interim rates

in excess of the amounts which would have been collected from such

b
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customers uyncer tne schedule of rates aporoved by the Cemmissian pursuant
to Articie LIIT, tcgether with saies taxes and interest theraan as
determicec by the Cammission,

ARTICUZ XV

T
o

[4%

ence txcluded g

The preparzsd diract testihon; and exhibits of Ph{1lip 0. Ehm,
Francis I, Jeffries, J: Sue Rozame, Jzmes W, Hamilton, Garry W. Osborn,
Robert P, tvans, Rotert L, Leste~ and Thomas J. Sweeney filed QOctober 3,
1983, shall nct be offered into evidencz by lowa Gas in this case; and no
signatory shall attempt to offer zny 2vidence on the matters addressed by
this Stipulaticon excapt in respense L0 any such evidence offered by any
party not a sigratory to this Siipuizticn pursuant to an order of the
Qommission, providec that any such evidence offered by a signatory pursuant
to this exception shall be fully consistzant with this Stipulation and shall

suppart the resglution af the Tzt issues as provided hersin,

ARTICC

rm

M1

Evidence to be Presentad

The parties shall present evidence on the issue of whether lowa Gas
has plant in service in excess of that raguired to provide adequate service
L0 customers. An adjustment, 17 any, resulting from the Commission's
findings ¢n this issue may reduce the revenue requirement determined

pursuant to this Stipulation, 7ue signatories reserve the right to contest

the appropriateness of any adjuziment proposed ar ordered on this issue,
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The signatorias snali propese and file with this Stipulation a revised
procedural schecules to dispose of the issue set fartn in Article XVI
within the 10-mcnth cgeadline established in lowa Code Section 476,5(9)

{1983).

[OWA GAS COMPANY, AN OPERATING OrFr1CE OF CONSUMER ADOVCAT:
DIVISION CF
[0WA POWER AND LIGHT COMPANY

3y __,x’ <f:L—<4xz42zﬂ//

'/“
//5j7'£/// :7// ﬁ?/ S : Gary 7 Stewart
BY Samte/d oF /oot Attornay

Pamela L. Prairie
666 Grand Avenue

. Des Moines, lowz 50203 Qieer T ot
Telephone: (513) 281-2926 Alice J. Hyae
Attorney
ATTORNEY FOR ICWA GAS COMPANY, ~ Lucas State Dffice 3uilding
AN OPERATING DIYISION OF Des Moines, lowa 50319
IOWA PQWER AND LIGHT COMPANY Telephone: {515} 281-5984
: ATTORNEYS FOR THE QFFICE
Date: &@ﬂ//} 59483 OF COKSUMER ADVOCATE
/

Date: Lecombin 5_, 19¢3
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Rata of Zeturn

Respondant sreaented zhe testimony 9f thrse sxpert witnusssd
on rate cf return and related metters, [r, J, Rhoada Toewar,
4an egonomiat, wams r2tainad Sy Raspondent to detarmina an appropriata
return woich Respendent 3hould 3m allowad to aarn from its
utility operations sublact %2 :hu.jurixdiction af this Commisaion,
He utilized 4he imbedded coa: oF long-tapm debt capiltal and
preferrad stcek 22 two of tha *hren componnn.a af a fair rata
of return. Hewever, a range wax provided with respect o
lang=tarm dabt %o give scma congideration to the cost of additional
daebt capital whish Respondent cowtsmplatss, The issuance
of praZerence anarex in lata 1374 was not dirscily raflacted
in the zapital s=ructure utilizediby Dr. Foster.

wizh regpect to ke third componant of fair rate sf return
the cost 292 common 3tock capital to Respondent, he applled
thres <ests of raagonablenesss - (1) tha return on squity sapital
ahocll be ccmmeniurata with che Temurns on investments in
other entarprises having sorzespending risks, (2) the prospective
returns should ba sufficlent Lo attract the additional capital
required by a growing businesa, and (3] the return ahould
ve sufficient to assure capfldance ln the financinl intagricy
of the antarprise and maintain ita credic

Thia witness pursued Zour swparats approsches in resching
his determinaticn af the cogzt af ccomen equity capital %2
the Rasneondent, (1) an analysis. cof tha changes in financial
and relatad factors, {1} s analysia of =ha affacts of inflaticon
an the cost of capital, (3) s application of the mavket valua
or DC? method, and (4) an app.ication of the compsrabla zarnings
or alternativa spporsunity methed,  Hiz utilization of thess
four aeparate awproaches, basad an a contemplatad capital
8tructure and anticipatsd sost =¢ debt and praferance stock,
led him to tha coneclusion that the currsnt cast of cemmen
satock capital to the Respondent i» 133 to 16%, and that the
total capital and falr raze af zeturn for the Respondans,
at this *ine, on the baais of thwm ambedded and nrospective
coast of debt and prefarred atock, and the cost of commen aquity
i5 as follows:

CapitaX Camposite
Kind of Capi%al Structura Cost Ratas Cast
Long-tarm dabt £3.0% - 6,08-5,53% 3,21-3, 46y
Breferrad stook 7.4 5.3%% 0.42
Commorn, stock $3.% 18,0~1%.9 §.90-6,49Q

Total 100.0% ‘ 9,53=10,28%

Dr. Foetar concluded <hat a falr rate of return for the
Respondent iz 3.3% at this tima when applied tc an eriginal
cgst rata basy and ytilizing a capital structure aa noted
above.

The second wicness, Waid R, Vanderpcel, an investment
banker, presantad tastimeny regarding the ingtitutional investors?
appralsal of common atoek in genmeral, including utilisy stooks,
and the Aespondent'z in particular. He teatifisd what inatitu-
tional investors, aa well ag individual inveatars, FuTsUE
one of three broad categories of cbjactives:

1. Total recurpn-—combination of dividend income and
price appreciaszion

"2, Capital gains

3. Incame in terms of purchaaing pcwer——div“*d and
price appreciation growth compared ts growth
wagses,

-3 -
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Ae ceontanded mnct kMe utiliiy investor as Deen sxtremely dis-
appointed with the resuls =f 5is sommitments in utility eguitias,
which cx,-ax.s %0 a great sxtent Why the equity investor sgaks

to obtain a risk pr"mium syer the more carsain retura availablae
frem bonds. He further zcontended that'tha utility 2arnings
growth rate 13 now far lswer than the inflation rate and thare
has been 3 substantial decline in price gaznings multiplas.

Mr. Vanda'pcal ateribusted %ha decline in price carnings
ratioa of atility 3tagks o a aumber of reasons, principally:

1, Slow down in rate of =aznings growih ané even a pegative
growth rase in scme Tases,

2. Ragulatory lag and absencs of adequate rate rolief
asscciated with reguiation,

3. Lack 3f conZidence in utility nanaqemen* as being
tgo timid in cimely seaking adequate relict,

4, Past oxperience of utility shargholdars which has
buen preojectad o future expectations,

5. Insurmountable financial, operational, snvizenmantal
and iznflatisn proplams secn in the industzy.

He statsd that

i+ hae become, =heraefere, increagingly difficult
ko attract new st

ogkholderz znd t¢ hold existing stockhelders.

He further testiZiad rhat tbe Reapondant hod sxperionced
growth in sarnings fairly comparzble to tﬁe utility average
in the early 1960's but “haf recens growell nas heen a2t a much
raduced ratz and that dividend gzowth has alao fallen benind
the averagss in recent f{inmes,

Mr. Vana:r“cel conclided tha%, in crder for utility stocks,
and the Raspondan*’s gtocx in paxticular, to agaipn become attrac-
tive to institutional investers, amguity investors must have
a good chance to zarn a reascnable pramium over the current
bond intarest rates. He concluded that a 40% to 30% premium
as a minimuat iz raquirsd, and that 153 would be z fair raturn
rate to be applled to the beok ssmmon equity of tha Respondent
in determining =he current oveozall rate of return *o which
the Reapondent s entitled: *hat such a level would be raguired
ta make %he common stock of Respondent atiractive e inatitu-
tional investment managera. - ;

Tha third witresa, Donald H. Shaw, Regpondent's Vice Presi-
dent-Finance, reviewed the decliae in long-term debt after-tax
interast coverage from 5.4 times in 1966 ko 2,1 times for the
12 menths ended Octopsr 31, 1974. He testlified rhat Regpondent
is requirecé to maintain iftcr- tax coveraga of at leamt 2.0
times, The witnese further testified thag coverage at thisz time
of 2,75 t5 3.0 times is raquirec to permit financing flexibility
and provide a margin of satety Z¢r earnings fluctuatians and
attrition of 2arnings. Ha :onte",né thar a return of about 133

on the common equity ig yequ::zed tc pravide thise minimum
coveraga,

M, Shaw found that investors in Respondent's stock have
not Xept up with inflation and that aftar taking into account
the increase in book value per share xs well as price level
.changes, the purchasing powar cof ths dividend has decrzased
46% cince 1965, The becok value of the commorn equity adjussed
for inflaticn between 1241 and Juns 1874 1s about 77% highes
than sdtated book valus, He further concluded that in t=ms
of purchasing powesr, a 151 allowaed raturn on common equity in
1574 would preduce vnly 9.47% in purchasing power as related
to purchasing power af invesead dollars when committeod and
below the 3.75% interest zost of the Respondsani's most racent
bord sale in 1970, :

- 8 -
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Mr. Zhaw tegtified that 1t {5 expectsd thit the Respondent
will need additfcnal capital 2f approximately $2C,000,000 4o
$35,200,4800 in 1373, and <hasx '*3 sonstructicn requiraments
for the fiveg vears 1975-1379 will approximats $354,000,306,
of which app:cxima:e ly half is exfected te be from extarnal )
sourees, le gancluded that a 15% return on it: common equity
will smable Respc doent %6 Iinance onstruction for the forssesablco
fururs and satisiy custcmar rgguizements in an aconcmic manner.

Rezpondent prasentad “satinony o demonstrata the efinct

of inflarion upon the ut‘l‘*y industry., Regpondent’s Exhibit
5, caleulatad what capltal returnz Would rasult €rem applying

the propcsed ratss o an adiuatad 1974 test yaar. Tha 1974
adjusted alsetric and zas juriagdicstional operating incomes,
ineluding the incroased incoms Izom the proposed ratas, were
dividad by the jurisdictional rate bases to produce rates of
return, Raturns on commen aquity were salculated from the ovar-
all rateg of retuwn using the capital atructure at the a2nd of
1974, Respondent sought 5o demonsirate that even with the nro=-
poscd ratas the calsulat ed averall rats of return would be sub-
stantlially lowey =han curcent cost cf gapital found by the
Respondent 4 witnassges,

Thiz Commissicn ic zharged with the rospongibility of
detusrmining a just and ra.sonable zakt= 9% retyrn, The Commission
racoegnizes that a itilicy must have suificient annual zarnings
to meet operating =xcenses and provide a reascnable Teturn
to investors for zhe rigkz agaumed. A fair rate of »sturn
would enable the utility zo atcract new capital for expansien
snd maintain the financial integrisy of Lts investment. The
commission alsgc reeccgnizes that ratss must bg just and reascnabla
for the ratspayer as wall.

Recognlzing all of these facktcrs, this Commission is of
thae opinion thar 2 rate of zeturn of approximataly 8.75 pex
cent on ity Ori;inal Cos+ Rata Base, asg herein dotarmined,
for L¢3 alegtris coaraticona in Illinoiz, and 3,95 per cen
for its gas operaticns, reauleing ia a combinod weightsd rate of
raturn of abour 8.30% ia reasonable zand proper.

The Commissicn, having nxamlﬂa‘ ha entire racord hersin,
and being fully advised in the premises, is of the opinicn
and finds khat:

v1. Iowa-Illinois Gas and Electric Company, an Illinois
corparaticn, is =ngaged in =he genaration and supply
of electric onerzy andé tha diatribution and sals
of gas ln Illincis and, is & public utility within
the meaning o an Act sntisled, "an Act concearning
public utilivies,” a» amendad;

{2) the Co.mission has jurisdiction over Respondent and
of the aublact mattar herain:

{3) on Septembar 30, 1374, Raspondent filed with the
Commizeion certain revized gchedulss of ratses for
it8 gas and alactric service applicable to its opera-
tions in Illinaiz, in which it proposed a genezal
incraease in rates for varicus clagsificatiecns of
servige effestive Qchober 31, 1974;

(4) due noetice of tha £lling 27 sald rate schedulcs was
given sursuan+t <0 law .ané zhe rulcs and regulations
gf thiz Cormission;

(%) on Octocber 3, 1974, the Commlission suapended the
proposed rates pending-hearing and investigation
and subaeguently, on TFebruary 12, 1375, resuspended
gaid rates untll Auvguat 27, 1375;

- 17 -
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notize oFf eha inlisial hearing held in this case was
mail2dé 5y the Secrezary of the Commission to IowWas~
Illing:s Gaz and Zlectric Company, the Mayeor, City

Attarney and Clerk 2f the Municipalities located

within the Company's service areas in Illinodis, and

te pther porsens or entitiazs as shown by the dockex
ghoasts maintazined Dy the Secrotary of the Jommissien,

21l in aceordance with the rules and r=gulations

of %his Commisaiza: notige of aubsequent hearings

wa3 Mailed by the 3acrstary of the Commission to

sugh partief as ars shown bY the dockst shects maintained
by the CTommizsion in this case;

cratements of fast and conclusions reachad in the
prefatsyy part of this ordar are amply suppezted

by evidense 5I recsrd and are hcreby adopted as findings
af fact herein:

methcda used oy the Respondent to allgcate properly
dedicatad to the public in Illinois in furnighing
gag and glecsric service to 1%ts5 customers are just
and raazonable and are hershy approved for purposes
@< this case!

the Original Ccst £ =he Xespondent's used and useful
alectzic plant in Service zllocated ko Illinoiz opera-
tions, as of December 31, 1574, 19 $131,487,000 Lor
purposes of iiis procteeding;

Agcumulated Proviszicn for Deprecilation and Amortization
of tha Reapcndent's used and useful slectric plant

in Service, allocated <2 Illinoiz operations, as

of Decembar 31, 1974, is §34,125,000, resulting in

a nat Criginal Cast of such Plant as of such date

0f 537,361,300 zo be used for the purposes cf this
casm:

the fcllowing ifems, affscring Illincls electric
operaticne of the Reapendent, 2z adjusted, should

be troated in cenpection with sstablishing Re=pondont’s
Original Zost Rate Bagse Zor such operations:

Additions
(a) Plant Hald for Futurg Use § 132,000
{b) Nuglear Fuel in 34cck 823,000
{c¢) Fusl 5S%ccx in Reactor - WNet 394,000
{d) EZnvironmental ecuipment,
Guad-Ci=ias Nuclear Power Station 724,000
(@) Fuel Stocks {Coal and Qil) 1,999,080
(£} Matorials and Suppliaes 1,329,000
Total Additions §5,705,000
Deducticne:
{g) Contzibutions in Aid =f
Constouceion § 300,000
{h) Accumulated Deferred Income Taxes ‘8,371,000
(1) Electriz 2lant Allorcable *o
Nonjurisdictional Qperations 5,065,000

Tatal Deduc<ions §24,336,000

Net Deducticns § §,831,30¢C

Respondent’s Original Cost Rate Base for the purposs of
this proceeding, as of Decemocer 31, 1374, for its
Iliincis electzi:s cperations is 383,730,000

- 21 -
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the O:iqingl :ast_af':he Respondent's uged and useful
ga§ zlant ia Jervice allocatsd to Illinois operations,
as 9% Decsmber 31, 1974, ia $37,755,000;

Accumulated Fravision for Depreciation and Amor<ization
af the Respondent's used and cseful gas plant in
3arvice, allocated zo.lllineis operations, as of
December 31, 1374, .is 39,033,000, resulting in 2

net Criginal Cost of such Plant ag of such date of
$23,722,000;

the Zollewing izema, affecting the Illincis gas opera=
tions of the Respondenz, should be treated in connection
With <he egtablishmens of an Origipal Coat Rats Base

for auch cperaticns: :

Additiens;

{a} Inv=stment in Gas Leases

{») Haterials and Supplies

(¢) Gas Searad Underground, Liguefied
Petrolaum Zas Supply,and Stored
LG :

$ 1,492,000
300,009

800,000

stal Additiorns § 2,582,000

Ceductions:
{2} Contributions in Aid of Construction '§ 726,600
{e) Cusrtomaer Advances .for Construction 206,000
() Accumulated Defarred Income Taxay 2,332,4800
Tctal Deductions § 3,264,000

Net Deductions H 572,000
T T

Regpendent's Original Cost Rate Base for the purpose
of this croceeding as of December 31, 1374, for its
Illinais gas operaticns is 5318,030,000;

rates which were in effect prisr %o the authoerlizing of the
intorim rates authorized by Commiscion Order of November
§, 1374, and sald interim rates Zor alsctric gervics
furnished to the Illinols customors of Ragpondant,

are iradequata and unjyuzat in that they 44 not produce

& reascnable return to.lespendent on its investment

in eleecric plant usad in its Illinois operations and
recovery of operating ccsts of elaectric serxvice furnished
to itz Illinois custemers:

rates proposed hereiniby Raspondent for its clectric
ocperations in Illinois:would produce a rate of return
of 3.42% 3n the Original Cost Rate Base of 588,972,000,
and such proposed rates are unreasonabla and unjust
and should =e cancelled and annulled;

the Respondent should 'be rsquired to filao rates that
will produce annual emperating revenuec of approximatsls
534,96£,000 and annual operating income of approximately
$7,764,000 for its slectric operations in Illinois,

and such annual overating income would, in turn, provide
the Reapondent with a:rara of return of appraximatoly
B.75% on tts Criginal:Cost Rate Base as sct 2nrth in
Finding {12) heraof:

Respondent should file.new tariff schedules (1} adenting
tha Staff's propegalsa.for its space heating Rate 105
25 heracinbefnre stated; {2} increasing the demand charqgns

to the level proposed by Respondent filed on
November 4, 1374 in Ratas 141, 142 and 153; and
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{3] zrsridipng <he balaznca of allswable slactric operat-
ing r=venue sy ¢rsaa-the-board uniform parcentage
increases o the spazgy chacged contained in the
inewerim Razes 122, 13F, 141, 142, 145 and 153

(2}) rataes whizh were iz offect prior to tha authezizing

of =he interim racas wathorized by Commiasicn Order

of Novemper %, 1874, and 3ald interim rates f{ocr gas
aervice furatahed =2 =48 Illineis customess ol Regpond-
ent arqe inadequato and unjuat in that they do not
produce a reascnaile owturjn to Respondent on ita
invedtment in garF plant used in its Illinois operatlions
and recovery sf operating cost for gas service Zurnished
ts its Illizoias custcmerey o

{22) " ratas propoasd Rerain Sy Respondant for its gas opera-
tiora in Iillinois would result in a rate of raturn
of 3.2% on the Jriginzl Cost Rata Base of $23,050,000,
and avch provesad ratsy are unreasonabls and unduat,

and should ne zancelled and annulled;

{23) Resvondent's propcsed rates dsaignated as IlL, C.C.
No. 1, 16tk Ravisad 3Heet No. &, 13th Revigad 3heet
No. 7, 13th Reviisad 3hewt No. ¥, llth Revizad Jheet
No, ¥, 25&h Revized 3heet Ne, 24 and 10th Reviaed
Shee< No, 15 incraasirzr non-residantial ratas Zeor
natural gas gervica in Illinoia, arw reascnable an
juat ard gheould be approved) Respondant's propoged
ratea 2asignatad as I1I,. C,5, We. 1, 17th Reviged
£haet Yo, 5 and 3th Rmvised Shaet ¥o, 26 applicable
to rmaidantlal nasural gaa service In Illinois, ars
unreasgcnabls and anjuas, and should e sac-cllad and
annulled; .

{24} Reapcndant should ba mzguired ¢to {ile naw rats schedules
for reaidantlal gas sezvize in Illincia, which, togsther
with The rateg approver! harein for non~rasaldential
servica will produces ammual operating revenues of
approximataly $23,7%8,000 and annnal operating incame
of approximately 53,370,000 for its gas cperatzions
in Illinois, and sucH avmual operazing income is
calculated %o provide 2he Asspondent with a rate
of return of approximaraly 2.95% on lta Original
Cost Rata 3age 33 sev foreh in Finding {18) herecf:

(25) Regpondent should ts ragquired to angage in a coat-
of-gervica gtudy, and zubmitting zame to the than
January 1, 1377;

(26) any objectians and mctions made in thia proceeding
that ramain undispossd of should he consldersad diaposed
of in 2 manner comsistent with the ultimavs conclusions
her=sin contained.

IT IS5 THEREFORE QRCERID tha* the Suspension Order sptersd
by this Commission on Cctober F, I874 and the Razuspensicn
Order enterad on Yebruary 19, I973 ba, and the szmm are herasby,
vacatsd and set asids a8 to Iowe~Illineis Gas and Rlectric
Company rates designated as III. C.C. No. 1, 16th Ravised Shoet
Ne. 6, 1l3th Ravised Sheet No. 7, 13th Revised Sheet No, 3,
llth Revised Sheet %o, 9, 254k Ravised Sheet No. 24 and 10en
Ravised Sheet No. 25, incrmasing nen-residential rates for
natural gas service in Illiinmols, and said ratep ara permitiod
to become effective for sarvics rsndersd con or after the dats
of thic QOrder,

IT IS FURTHER ORDERED that Iewa-Illincls Gas and Xlagtric
Company ratea deaignazad a3z Ill., C,C. No. 1, 17+h Revised zhect
No. 5 and 3th Revised Shest Ne. 35, increasing the zatas for

- 13 -
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regitdential natural gag zegvice in Illinois he, and the game are
hereby, permanantly canceliled and annulled, and Respondent

ia hereby authorized and directed to £ile with this Cemmission
revised achedules of jguch rates to provide additional operating
revenuesa for raaidential naturzl gas service in Illinois of
5953,000, sxclusive of wne 2% State add-cn taxes, 35aid new ratec
are to beccma affective »n all resideneial natural gas service
rendersd by Respondgnt in Illinois on ox after the date said

rata schedulas are plaged on file wisth this Commisaien.

IT IS FURTHER ORDERED that interim rates for natural gas
dervice in Illirecis allowed 2o becema effactive hy virtue af
an Ordez on Motion for Interim Rate Rallar enterad by the Commia-
sion Yovember 6, 1974, be, and the iame are her=by, permansntly
cancelled and annulled «ffpevive at such time as new rate schedules
for narural gaa service, filed purazugant to the previsiona haerect,
ars permittad o become =ifmciive,

' IS FURTHER ORDERED =hat intarim slectric sarvice Ratesg
141, 142, 145 and 133, allewed %o beccme effective by virtue
af an interim crcer in this vroceeding encarsd Novembar 6, 1974,
Se, and the 3ame ara herepy, permanently cancclled and annmullad,
@ffective at zuch time as new rate schedules for alectric service,
filed purauant to the srovisicns hersef, are permitied to become
effective.

IT I8 PURTHER ORDBREL *hat Iowa-Illinoia Gas and Elestric
Company be, and is hereby, aushorizad and dirscted to fila
with this Commission zevised schedules of rarss in acceordance
with the provisions 2f Finding (22) heraof, o provide operadting
revenues and oparating income as set forth In Pinding (13)
hereof; sald rates ars to Deccma effactive for 21l slactriz
service randersd by Aempondent in Illinois on or after the
date said new rate schedules are slacad on file with thiz
Commiasion.

IT IS5 FURTHER ORDERED +hat Raspondent submit te the Commis-
glon on or bafore Janvary 1, 1277, a Cost-¢f-Service Study fop
providing alectric service in Jllinoig, BSefors initiating said
study, Respondent is directed <o sonsult with the Cemmiszsion's
Electric Enginearing 3taff to 2ezormine the proceduzrs and methed
for maxing such Cost-of-Service Stuédy,

IT IS5 FURTHER ORDERED that any objaetions and metions
mada in =hip proceeding zhat remain undiapoaszd of shall be

considarad digposed ¢f in a manner conglatent with the ultimate
conclusicns contained haeraln.

By Order of the Commisaion thia 21st day of August, 1975,

{SIGNED) MARVIN 5. LIEBERMAN

Chairman

RLT:nma

(S EAaL)
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Please give your name and address to the reporter.

My name is J. Rhoads Foster. My address is 1101 Seven-
tepenth Stree:, Northwest, Washington, D. C. 20036.

What i{s your profsssicn?

I am an economist, and a senior consulitant with Foster
Associates, Inc., a consulting £i=m.

What is Fostsr Assoclates?

Foster Asscclatas is a grcocup of independent consuliants,
The firm offers econcomic research and censulting ser-
vices to governmental agencies, industrial groups; and
individual cempanies in the United States and Canada.
What are the principal areas of research and consulting
activity with which Psﬁtsr Associlates is engaged?

The principal areas of consulting activity concern
energy, public utilities, ccmmunicaticns, the securi-
ties business, antitrust problems, and the postal ser-
vice. Assignments within these arsas of activity in-
volve many issues and problems, including supply of and
demand for preducts and services, pricing of producis

and services, methods of governmental regulation, pro-

‘posed legislation, reascnableness of earnings, financial

feasibility, cost analysis, valuation of property, in-
dustry structures, etc,
What is your formal education?

I studiad at the University of Missouri, Columbia Uni-

versity, and New York University. At the University
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Cost of Common Stock Cap-tal

How have veu apprcached 2 determination of the‘cost
of commor s-tock capital to Iowa—I¢lincis?

I have applied thz three generally accepted tests of
reascnableness -- (1) that the return on equity capi-
tal must be commensurats with returns on investments
in other enterprises naving corresponding risks, (2}
that the prospective raturns must be sufficient to
attract the additionzl capital reguiresd by a growing
business, and {(2) that the return must be sufficient
to assure confidence in the financial integrity of
the enterprise and maintain its credit;

In applying these s<andards, I have pursued four
separate or different approaches. I have reviewed
changes in financial and related factors bearing on
gquity investment riskX and cost of common eguity to
Iowa-Illinecis. Consideraticn of these changes, which
have become increasingly adverse since about 19263, is
necessary to an understanding of the continuing loss
of investor ccnfidence and the evaluation of the evi-
dence of the current cost of common stock capital to
Iowa«Illineis and other public utilities.

Because of i*s significance, I considered sepa-
rately the effects of inflation on the cost of capi-

tal. I have alsc applied the DCP or market value

method, and finally considered rates of earnings on
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book equities oI generally comparable risk -- the
comparable earnings method,

What is meant by alternative cpportunity cost as a
standard of utility earnings regulation?

The gppcrtunity cost princiéle, which is consistent
with the three generally accepted tests of reason-
ableness, emphasizes that the cost of using any re-
source for a gilven pursose is the return that is fore-
gone by not using it in its next best alternative use.
To a farmer, the cost of raising corn is the sacri-
fice of alternative crops or dairy products which the
land could praduce. Werkers evaluate a given employ-
ment opportunity in terms of other jobs avallable. &im-
ilarly, the opgortuni%y cost of equity capital to Iowa-
Illinois i§ the earnings sacrificed by not investing

in cther ccmpanies of correspending risk.

When utility rates are held at levels thch pre-
clude earnings equivalent to those available from al-
ternative investments, investors pay lower prices for
utility stocks relative to the earnings and dividends
which they believe to be in prospect. This resuits in

unfair treatment of the caplital previously ccmmitzed

and a higher cost of capital to the utility.
2 Y
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III-1. Selection of Reference Groups
. Q. What do you mean by the term "references group”?

Al To apply the alternative opportunitf cost standard, it
;s necessary to select other companies having generally
similar egquity investment risks or, if such companies
are not avallable, %20 make adjustments for differences
in investment risks and the effects of these differ-

~ences on investor return requirements and the cost of
common equikry. Additionally, analysis of the market
price behavior of the common stocks of other companies
having generally similar equity investiment risks may
be helpful in the application of the market value or
DCF method of determining a fair return for the ufility.
. I have selected groups of public utilities and
manufacturers for these purposes, and designated then
reference groups.

Q. Please identiiy the raference groups used to estimate
the cost of common equity to Iowa-Illinois,

A. As a point of departure, I have locked to all elee-
tric and electric~gas utilities with revenues over
$50 million listed cn the New York Stock Exchange.
There ars 79 such public utilitieﬁ, excluding ten
holding companies and Iowa-Illinois.

Common stocks of companies in the electric and

the combinaticn electric-gas industry are relatively
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eguity capital is hicher by a similar or larger
margin.
To illustracte the =2Ifect on the cost of total

capital, assume that in 1364 the cost of total capi-

~tal was 7.0 percer%t, and that the cost of senior

capital, equal ¢o 60 percent of total capital, was
4.44 percent. It follows that the cost of common
equity w;s 10.82 #ércent. Assume further that cost
rates are now 5.14 percentage points higher, corres-
ponding to the rise of interest rates. Accordingly,
the indicated cocst is ncw 15,99 percent for common
equity and 12.135 percent for total capital. Substi-
tuting an embedded cost rate of 6,05 percent fer the
current cost of senior capital, the indicated return
on total beek capital is now 10.0 percent.

Moreover, other factors bearing upon the egquity
risk premium hawve not heen unchangad. The cost of
equity capital is higher than in prior years because
of the greater risks borne by eguity investors, due
te higher debt ratios, enormous increases in embedded
cost of fixed income ckligations, increases in capi-
tal struccure leverage, and increases in demand re=la-

tive to the supply of funds.

Does the cost cf capital to unrequlated enterprises

also increase with anticipatfed inflation?
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Yes. The 2IZfect is basically the same, though &if-
fering in decgree and form. 'The chart on page 32 of
the axhibit illustrates this,

The information on inflation and dividend yialds
for the Icwa-Illinois s+tock and the index of vields
on Aa public utility bonds is carried to page 32 from
prior charts and is represented by the solid lines,
The broken lines represent Moody's inéex cf yields on
Aa industrial bends and dividend yields on Standard
& Poor's 425 industrial stocks.

fach of these ind:icators -- boné yields and divi=-
dend yields -- shows the increase ipn investor return
requirements fcr utilities and industrials, and the
loss of investor confidence in public utilisy equities
relative to the broad cross-section of industrials.

Yieléds con public utility and industrial bonds
rated Aa were at about the same level in 1264, 5ut
in the third quarter of 1374, though both have in-
creased substantially, the discount on public utility
bonds produced a vield differential of more than 50
basis points,

The comparative behavior of dividend yields has
been even more significant, The yisld on the Iowa-
Illinois stock, above the 423 indusirials by abcut

one-sixth in 1964, increased to more than two and
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one-nalf “imes the déividend vield on industrial
stocks by the firse half of 1574.

.

You said zhat the eifact o

rh

irflation on cost of
capital 1s much the same for industrials as for
public utilities. The chart shows, however, that

the yield on the Iowa-Illincis stoek has risen to
nearly three times the average yield on industrial
stocks. Please explain.

All investors rsquire a higher rate of prospective
earnings, called the inflation premium, when they
expect the value of money to decline. The difference
is that investors in the equity of public utilities
pay a lower price per dollar of current earnings and
dividends because they lack confidence that rsgula-
tion will permit higher future earnings to compensate
for the antigipated decline in purchasing power.

On the cther hand, investments in the equities
of unregulatsd businssses tend to hedge azainst the
inflation rigk. In a dynamic capitalistic econcmy,
such as the competitive sector of the United States,
goods and services are priced by the interaction of
demand and supply in the market place. Under com=
petition, i+ is not original cost but the current

cest of productive assets that controls managerial

decisions and determinas current market prices and
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profits. The cuwput oI old plants is not sold in
gompetitive marke%s at lower prices than the output
of new plants, because costs have risen., It follows,
therefore, that an increase in rate of earnings on
stockhclders' beok equity in ccempetitive enterprises,
expressed in original cost dollars, is to be ex-
pected and 1s experienced, at least in thé'long run,
when the purchasing zower of the dollar has declined,
Econcmic ¢ost means the current and prospective costs
at which a suzply of gonds or services can be produced.
Economic motivazion under conditions of grewth and ef-
fegtive competition operates continuously to pull the
prices of goods ané services toward the economic cost
level.

Therefore, the difference in the behavior of uﬁil-
ity stock prices and dividénd vields relative to indus-
trials is primarily a product of regulatory policy and
practice. There is no way for regulatory authority to
avold the fact of higher investcr return requiresments
and the higher c¢ost cf equ;ty capital. When utility
rates are held at levels whiéh preclude a prospective
earnings grewth equivalant to earnings expectations
from other investmants cf corresponding risk, inveszors

pay lower prices for utility stccks relative to the

earnings ané dividends helieved to be in prospect.
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Are there addi=icnal reasons why the cost of equity
capital tc Iowa-Illincis and other electric utilities
has risen?

Yes. ZEvaluation cf ihe evidence on fair rate of re-
turn *o Iowa-Illinois shculd take into account the re-

lative energy shortage, public interest in an adeguate

"power supply, and the effect of these factors on the

cost of the needed capital.

The elcctric ut:ility industry is the largest in
the Nation in terms of capital employed, and is among
the largest by any measure of size. It is an indus-
try which uses extracrdinarily large amounts of capi-
tal relative to hbusiness volume and revenues.

The electric industry's share of total energy used
in the Nation increased from 18,7 percent in 1960 to
25.6 percent in 1372, l

The Federal Power Commission has projected that
the electric indusiry's share of total natidnal energy
consumption, incluéing all forms of transpoftation,
will reach 41 percent by 199¢, within less than two
decades.

The era of gradually declining electric rates ap-
pears to have ended. The prospect for the foreseeable

future is that technological gains will not offset the

rising cast from genmeral inflation, rising fuel costs,
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and the higher constructicn and cverhead ¢osts asso-
cliated with new esnvircnmensal standards. Investor
conZfidence in the electric industry has weakened as

a consequence of these changes in ths characi=sr of

the industry, the tramendous amount of new capital
which must be obtained, and requlatory decisions

which do not give the cocmpanies an adequats oppor-
tunity to eazrn a fair return.

What is the situation with respect tc natural gas, the
other half c¢f the services supplied by Iowa-Illinois?
The domestic supply of natural gas is now deficient
relative to rapidly growing demands in the Unized
States. Deliveries to Iowa-Illincis and other gas
distributeors throughout the Nation are being curtailed,
The costs of liguefied natural gas from foreign sources
and other energy substitutes are mors than twice the
cost of natural gas to Iowa-Illinois under existing

contracts., The cecst of additiornal and replacement gas

- supplies is rising rapidly. TInvestment in the gas

distribution business faces extracrdinary risks be-
cause of these developments.
Have you considered the trends in prices, earnings,

and dividends for the Icwa-Illinois stock?

Yes,




~49- MidAmerican Exhibit 8.1
Page 548 of 654

Will you plsase describe the chart on page 35 of
your exhibit?

The chart shows comparatively the changes in prices,
earnings, and dividends per share of the Iowa-
Illinois stock as rsported on a quarterly basis from
1933 through the seccond quarter of 1974. Earnings
per share include the effect of revenues subject to
refund (19 1972 to 2Q 1974}, and in éarlier Ye3rs

are shown before fai:.; value depreciation. As iz evi-
dent from the char%t, earnings and dividends per share
increased slowly during the late 1950°'s, but accel-
erated in 196l. The slcpes of the lines reflec= dif-
ferences in growth rates, Expectations of more rapid
growth were quickly capi+alized in the market, result-
ing in éharply increasing stock prices from 19357 to
1965.

After 1963, the pricze declined abruptly. -Inves—
tor confidence was impaired by reduced rates of earﬁ—
ings growth, the sharp drop of per-share earnings
during 1871, the constant dividend rate, ipflation,
and the uncertainties arising from regulatory poli-
cies.

Althcugh the compound annual growth o§ per-share
earnings was somewhat better for Icowa=Illinois than

the average for other clcctric and combinatien
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electric-gas utilicies during the eight vears ended
with 1965, the longer pericd from 1957 to 1970 as
well as the vears since 1963 show a raverse trend.

The comparative growth rates were as follows:

1957~ 1957~ 1965~
1865 1970 1973
Iewa-Illineis 7.4% 4.8¢ 0.32
79 electric and
electric-gas utilities 6.7 : 5.7 3.9

Have you considersd the comparative trends in prices
of the Iowa-Illinois and otler ccmmeon stocks?

Yes. The chart on page 38 of ﬁy axhibit shows the
trends of common stock prices from'a 1961-1963 base,
comparatively for the Iowa-Illinois stock and the
avearages for bread cross-sections of utility and in-
dustrial stocks., I have constructed the index for *he
79 major electric and electric-gas utilities. The
other stock price indexes are as reported by Standard
& Poor's for 60 utilities and for 425 industrials,
Please describe the market price behavior shown by

the chart,

The market price behavior of utility and industrial
stocks has contrasted sharply over the past seven
¥ears. The price decline bagan in 1966 for Iowa~Illinois

and most utility stocks. Industrial stock prices de-

clined somewhat in 1366, but moved upward in 1967 and
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1968 and, following the 1970 decline, moved upward
again to a recsré level in the first quarter of 1973
and then declined shartly through the second quarter
1974. On the other hand, the market position of the
Jowa-Illinois stock relative to other equity invest-
ments has declined almegst continuously since 1963,
due primarily to investor expectations of raduced
earnings relative to alternative investment opporiun-
ities.

~ The comparative behavior of the stock prices over
these seven years demonstrates the loss of investor
confidence in the Icwa-Illincis stock.

In the third guarter of 1974, the Standard &
Poor's index of 60 utility stock prices and the prices
of the 79 electric and electrie-gas utilities were 56
percent below the 1365 lavel, while the index of 425
industrial stock prices was 9 percent belcw that level,
The price of the Iowa-Illinois stock in the third gquar-
ter of 1374 was 66 percent belcw the 1965 average, the
all-time high for that s+ock. Stéted otherwise{ the
real value of the Iowa-Illinois stock{price adjusted
for loss of purchasing power) in the third quarter of
1974 was only 22 percen® of the 1965 value. It is evi-
dent that investors believe they have better alterna-

tives than investinc their savings in the eguity capi-~’
=1 g =1 Y

tal of Iowa-Illincis.
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IIX~3. Evidences of *he CZurrant Cost

of Common Steck Capi=al to
Iowa-Illinois Gas and Electric Company

What is the gurrent cost of common stock capital?
The current cost of new capital to an enterprise is
the rate at which prospeciive returns are discounted
or capitalized in the market., Often called the in-
vestor's return reguirement, it is the rate of earn~
ings which investors bellieve to be in prospect and
which is sufficient, relative to the price of the
stock, to attract their savings from alternative in-
vestments of corresponding risk. The return require-
ment has twd components: the current dividend yileld
and the anticipated rate of growth in earnings and
dividends. Estimation of the current cost of new
capital is a matter of informed judgment.

How may the investor's return requirement be detar-
mined? |

No reliable formula is available. Estimation of in-
vestor return reqguirements by reference to market
prices of the stock is a process of inferring the
rate at which investors are capitalizing expectad
income. The analyst cannot develop any direct evi-

dence of investor expectations regarding dividends

' to be received in the leng-term future. Such expec-

tations must be estimated or imputéd. Whatever the
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methed of estimating equity capitalization fates, 2
conclusien is necessarily a judgment.

The ratic of current earnings to current market
price is an indicatsr of investors' return require-
ments., Varlations of the discounteéd cash flow methed,
including what I <all the market value method, are
frequently applied. These approaches lock to histor-
ical greowth rates plus current dividend yields as in-
dicators of the rate at which investors are discount-
ing anticipated returns.

Have you applied the DCF formula for the purpose of
estimating the current return required by investors
in the common stock cf Iowa-Illincis and in common
stocks of similar investment risk?

Yas. I have considered dividend yields, rates of
growth in per-share earnings, dividends, and book
equitj for Towa-Illinois and the four referance
groups -- the 79 electric utilities, the ten eléc-
tric utilities, the eleven food processors, and the
ten manﬁfacturers. These data are set out on an an-
nual basis through 1973 at pages 40 and 41 of my
exhibit.

What in your cpinion is the meaning of these data

under current conditicns as indicators of the cost

of common equity to Icwa-Illinois?
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In applying the market value (DCF) formula, I used
past rates of grcwth in per~-share earnings, divi-
dends, and book egquity as proxies for investors'
growth expectaticns, and imputed the growth ccmpo-
nent of the formula 5v subjecting the results to
sensible judgment. The assumption is that investors
formulate estimates of probable growth of benefits
from owrerchip of ccmmen stocks upon hisiorical
trends. This application of the DCF formula may
yield reliable results when growth rates have a
gstable history. ©On the other hand, when past earn-
ings growth is unstable, no legical relationship
exists between past growth rates and investor ex-

pectatiorns.

]

In racent yvears, utility growth rates have de-
clined and, in wany instances, beccme negative, rend-
ering the DCF Zormula (dividend yieid plus growth
rate), based upon past experience, meaningless as aﬁ
indicator of currant investor return requirements.
When utility earnings are depressed and inadequate,
as in recent years, prices paid for utility stocks
tend to reflect investor hopes and eaxpectations that
better earnings will be allowed and realized. Addi-

tionally, the results of the formula do not reflect

recent increases in risk and inflation premiums. In
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these circums:tances, an estimate of the current cost
of commen eguity %0 Icwa=Illinois depends upon analy-
sis of other market data, including sarnings/price
ratios and 2arnings net proceeds ratios, with full
recognition of the limitations of these measures.
What ares the limifa<tions of earnings/price ratios as
measturas of return requirements?

Earnings/price ratics are useful measures of the

eguity capitalizaticn rate under two conditicns:

{1} the reported earnings used to construct the
earnings/price ratics are the same as the earnings
anticipated by investors and (2) the market price
of the stock revresents investors' evaluatiens of
the present worth of that income.

The earnings/price ratio understates the return
requirement and the current cost of equity capital
unless it is assumed (1) that the rate of earnings
on beok eqguity in original cost dollars would not
rise under inflationary conditions, {2} that the rate
of growth in per-share sarnings would not axcsed the
growth rate afforded by the allowed rate 0f earnings
on beok eguity, and {3) that the proceeds from the

sale of new shares would not exceed par-share book

equity.
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In December 1373, Icwa-Illinois sold 550,000 shares
of additicnal common stcek through an offer to un-
derwriters. Afier underwriting discounts anéd com-
missions, the proceeds were $15.38 per share. What
investor return requirement was indicated by the
ratio ©f current earnings to proceeds?

Assuming that investors' return expectations were in
the range of 11.4 tc 12.0 percent on average book
common aguity in the third quarter of 1973, the in-
dicated cost of equity capital was 14.2 to 14.9 per-
cent. It will ke nczad that these percentages re-
flect market prassure and include financing costs
other than expenses torne directly by the Company.
Was the book eguity of existing stockholders diluted
as a coaseqﬁence cf the December 1973 sale of addi-
tional shares?

Yes. Book eguity per share of $18.98 {at August 31,
1973, Prospectus) was diluted to $18.66 per share.

If per-share earnings of $2.16 corresponding to a re-.
turn of 11.4 percent on 2 book equity of $13.38 wculd
attract new capital proceeds of $15.38, what earnings
weuld be raguiraed to at:tract new proceeds equal to
book equizy per share and to avoid dilution?

Assuming no change in the marke+ Price per dollar of

income, the rate of return on boeck common equity






